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Ideas from leading experts in financial planning

Lessons Learned at the PFP Technical Conference

WHAT’S INSIDE
More Lessons Learned

Performance management software is a
key tool used in monitoring services pro
vided to clients. Sarah Phelan, JD, tech
nical manager on the AICPA PFP team,
summarizes the guidance offered by
Steve Levey, CPA/PFS for selecting such
software. See page 5.
IRAs may be appropriate for some
clients planning for retirement. Murray
Schwartzberg, acquisitions manager on
the AICPA Specialized Publications
team highlights some of the points made
by Robert S. Keebler, CPA, MST, about
counseling these clients. See page 6.
To serve clients who have a large sum to
invest, some planners turn to money
managers. Dean Mioli, CPA, technical
manager on the AICPA PFP team, high
lights pointers given by Beth Gamel,
CPA/PFS on selecting and monitoring
money managers. See page 7.

Planners often need a business valua
tion to help a client make a decision
about their personal financial plan.
Phyllis Bernstein, CPA, director of the
AICPA PFP team, summarizes the pre
sentation by James L. “Butch”
Williams, CPA/ABV, “What a Financial
Planner Needs to Know About Business
Valuation.” See page 10.

Caesar’s Palace, Las Vegas, was the
forum for the fourteenth annual AICPA
PFP Technical Conference. Almost 1,000
participants attended a variety of presen
tations to help them build their practices
and enhance their services to clients. The
following is a description of highlights of
some of the sessions. Space doesn’t allow
coverage of all sessions, or detailed
descriptions of all the guidance provided
during the sessions. Our aim here is to
report some of the useful ideas offered by
presenters. To get more detailed guid
ance, readers might consider purchasing
tapes for sessions they are interested in. A
list of the taped sessions and ordering
information is provided on page 9

sion of fiduciary use of mutual funds in
general and equities in particular.

s is traditional, the Fourteenth
Annual AICPA PFP Technical
Conference was kicked off with a
look into the future. This year’s oracle
was Stephan R. Leimberg, Esq., of Leim
berg Associates, Inc. (Bryn Mawr, PA).
Leimberg focused on the forces he thinks
will shape the future.

Acquisition of small banks by large
banks may give financial planners
opportunities to offer services that
these banks no longer wish to offer or
cannot provide satisfactorily. Streamlin
ing of the acquisitions often results in the
replacement of a local trust officer, who
maintains personal relationships with
clients, with a toll-free number for a far
away impersonal services department. In
addition, trust officers who build up pro
ductive relationships with clients are often
promoted to new positions, causing
turnover that makes personal relationships
difficult to maintain or leaves the client in
the hands of less qualified people.

Charting the Future

Leimberg started by pointing out the
folly of predicting the future, citing the
many past predictions that have proven
untrue. Founding IBM chair Thomas
Watson, for example, said “I think there
is a world market for about five comput
ers,” and Bill Gates, founder and CEO of
Microsoft, predicted that “640K ought to
be enough for anybody.”

Dirk Edwards, CPA/PFS, has assumed the
chair of the AICPA Personal Financial
Planning Executive Committee. In March
1998, The Oregon Certified Public Accoun
tant, a publication of the Oregon State Soci
ety of CPAs published the following profile
of Edwards. In the profile, developed by
Leslie R.P. Konst, Edwards describes his
PFP practice and offers his views on the
CPA’s role as a planner. See page 8.

As for the future, Leimberg is opti
mistic. Citing survey statistics, Leimberg
reported that “People view the financial
future as positive, and because they do, it
will be.” He looked at the relationship
between trusts, mutual funds and the
future demand for equities. One factor
that is going to help shape the future of
financial planning is the coming expan

Total Return Unitrusts
Leimberg emphasized the importance
of the TRU (total return unitrust). For
many years, trustees have invested very
conservatively with portfolios weighted
in favor of income beneficiaries, who
wanted income, even at the expense of
remainder beneficiaries, who wanted
growth. Since equities were considered
risky, bonds were a significant portion of
Continued on page 2

TRENDWATCH

Some trust departments are cutting
back on service and increasing minimum
fees to discourage customers with trusts
smaller than $1 million (and in some
cases smaller than $3 million). Clients
with large trusts are nevertheless becom
ing discouraged by the banks’ efforts to
retain fee revenue and failure to provide
critical information related to fees.
Continued on page 2

PFP DIVISION

TRENDWATCH
(continued from page 1)
Some bank trust departments are
focusing on asset management and
financial planning. They are not mar
keting these services, but are taking
control of the planner’s second genera
tion clients when the first generation
passes. This tactic may backfire, how
ever. More than 500 nonbank trust com
panies have started up operations,
including some planning firms. Most
have been operating for less than ten
years. As banks grow larger and
streamline further, the opportunities for
planners to step in may go beyond pro
viding trust services.

Robert N. Veres, “For Whom the
Future Tolls,” Dow Jones Investment
Advisor (February 1999), page 33.

CPA firms undertake additional lia
bilities when they provide financial
services that go beyond planning into
the realm of selling products or ser
vices. The following nine tips will help
firms decrease their liabilities.
1. Make sure the firm has professional
liability insurance for the financial ser
vices it provides.

2. At minimum, comply with ethics
and practice rules in the area.
3. Adopt the safest risk management
practices.

4. Comply with all applicable laws and
regulations.

5. Get proper training and maintain a
high level of competence.
6. Select clients carefully.

7. Use engagement letters.
8. Establish proper internal controls
and document advice provided.

9. Don’t promote an investment.
Debra A. Winarski, “Taking Commis
sions and Referral Fees for Financial
Advice,” Accounting Liability Alert
(February 1999), page 7.

Two bills introduced into the U.S.
Congress in early February will
affect charitable split dollar plans
Continued on page 12
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Continued from page 1
a typical trust portfolio. The trustee was
caught between the two.

Pittsburgh attorney Robert Wolf,
studied modern portfolio theory and,
through computer modeling, realized
the solution was to mimic the familiar
charitable remainder unitrust (CRUT),
but to do it for his noncharitable
clients. Wolf and Leimberg wrote a
“groundbreaking” article entitled
“Total Return Unitrust: The Future of
Things to Come,” which appeared in
the December 1998 issue of RIA’s
Estate Planners Alert. They describe
the future of private trusts and the
essential role that equities play. Leim
berg said that this is “an absolutely
must-read article for every financial
planner. It will not only change the
design of trusts, it will change the very
investment balance of private trusts.
More important, it will have an incred
ibly important impact on the dollars
that chase equities and therefore on the
level of the mutual funds industry and
the equities market itself.”
Leimberg pointed out the increasing
speed of change. He cited the fast
growth of the Dow Jones Industrial
Average in recent years, predicting that
the market will cross the 11,000 mark
by the year 2000.

Forces Shaping the Future
Leimberg continued his optimistic
predictions, citing six forces that will
shape financial planning through the
first decade of the millennium. He first
discussed the force of investment
democratization. More people than
ever have a share in the business of the
U.S. “We have gone from a nation of
loaners to a nation of owners.” Individ
ual investors comprise 47 percent of
equity owners. This democratization
leads to stabilization, which will con
tinue in the hands of many rather than
the hands of few.
The other five forces are the female
factor, the common cold (globaliza
tion), connectivity (the Internet and
other technology), the aging of the pop
ulation and the upcoming battle for the
client.

Family Limited Partnerships
“Family Limited Partnerships and
LLCs for Wealth Transfers” was the
subject of the presentation by Ted Kur
lowicz, JD, LLM, CLU, ChFC, AEP,
Professor of Taxation at The American
College. Kurlowicz began his presenta
tion by describing the newly proposed
regulations for the procedure in admin
istration for filing gift-tax returns.
The main goal of establishing a fami
ly limited partnership or a limited liabili
ty company for estate and gift tax pur
poses is to establish valuation discounts.
The tax changes in 1997 and 1998
included changes to statutes of limitation.
The rule said that the statute of limita
tions on a timely filed gift-tax return was
three years, the same as most other
returns. However, in the majority of cases
the IRS found that unless a gift tax was
payable, there was no reason to audit that
gift-tax return because no money was at
stake. However, many cases indicate that
in fact the IRS can reopen the value
issues and the legal issues surrounding
the gift many years later.
Kurlowicz cited one of “the most
egregious of such cases, which
involved a family that transferred
assets from parent to son and to grand
children.” The transfer took place in
1977. All of the gifts were completed
by 1979, purportedly without any gift
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tax because of the annual exclusion.
The case was decided at the end of
1996, early 1997. By that time, when
the IRS reopened the issue of value and
disallowed the annual exclusions for
many of the transfers and increased
value of the gift, the penalties for the
failure to file and interest were approx
imately $2 million. Kurlowicz believes
it is important to have some certainty
about the future, particularly when the
taxpayer is attempting to take a valua
tion discount. The certainty is that
everything was done as it should be
and, if challenged, the statute of limita
tions will run three years after the filing
of the gift-tax return.

The requirement is that the gift-tax
return adequately disclose the transfer
of property and the issues involved.
Here’s what would be required of gift
tax return for the purposes of running
the statute of limitations:

■ Complete an accurate descrip
tion of the transaction, including a
description of the transferred property
and any consideration received back by
the transferor.
■ The identity of and the relation
ship between the transferor and trans
feree.
■ A detailed description of the
methods used to determine the fair mar
ket value (FMV) of the property trans
ferred. Including —
■ Relevant financial data.

■ A description of any discounts,
such as discounts for blockage, minori
ty or fractional interest, or the lack of
marketability claimed in valuing the
property.

■ In the case of a transfer of an
interest in an entity that is not publicly
traded, a description of the discount
claimed in valuing the entity and the
assets owned by the entity including a
statement of the FMV of 100 percent of
the value of the entity determined with
out discounts.

the legal aspects of the trans

action.

Maintaining an Internet Presence
“Leveraging the Internet,” a presen
tation by Tracy Petrie, a senior consul
tant with Intel Corporation, was not
just another Internet presentation
telling planners about Web sites that
may be useful to them in providing ser
vices to clients. Instead Petrie focused
on the issues that planners should
address if they are considering an
Internet presence and, for those who
already had a Web site, the issues relat
ed to maintaining it.

The issues to be addressed by those
considering establishing an Internet
presence included the kind of exposure
they needed (e-mail or Web site?) and
the expenditure warranted (Do your
clients’ expectations justify the expen
diture? What kind of expenditure will
satisfy their expectations?).

Although Petrie recognizes that
planners could build their own Web
sites, he recommends hiring a profes
sional agency. He offered guidance for
those who would build the site them
selves, as well as for those who choose
to work with an agency. Petrie also
advised that planners promote their
Web sites by providing the address on
their printed literature (for example,
business cards and letterhead). He
advised planners who send electronic
newsletters through their sites to be
sure that they give subscribers a reason
to visit the site. He also advised plan
ners to keep their site simple and
refresh it periodically.

Social Security Mysteries

■ If there is a multitier transaction,
there must be a description of the prop
erty within all of the related entities
and, if any discounts are taken, the dis
counts must be described.

Andy Landis, president of Thinking
Retirement (Seattle, WA), covered
client concerns in his presentation
“Social Security: The Top Ten Myster
ies.” Unsurprisingly, the first mystery is
“Is Social Security Solvent?” As we
know, changes are being debated cur
rently to ensure the system’s solvency.
Landis is confident that the Social Secu
rity Trust Funds are 100 percent sound
until year 2032. After that, he believes,
the funds are 77 percent sound.

■ Disclosure of any positions
opposite to any published revenue rul
ings or regulations of the IRS and dis
closure of anything questionable con

Other questions that clients want
answers to—and Landis provided guid
ance for answering their questions —
include:
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■ How does Social Security com
pute my payment?
■ How can I receive the most life
time payments (by applying at age 62
or 65)?

■ When can I enroll in Medicare?
When should I?
■ What about work after retire
ment?

Long-Term Care
Eunice Krieger, president of Krieger
& Associates, Inc. (Morrison, CO),
foresees a long-term care crisis in the
U.S. as the over-85-years-of-age popu
lation continues to expand. According
to Krieger, one-half of the over-85 pop
ulation need some type of long-term
care and one quarter need nursing
home care. Not many options are avail
able to people who do not have long
term care insurance. The other options
for paying for long-term care, says
Krieger, are to be rich (have assets of at
least $2 million) or to be very poor and
therefore eligible for Medicaid.
Tax incentives for purchasing long
term care insurance are becoming more
common, and choices in policies are
increasing. Krieger cited some sample
policies indicating the differences in
premiums at various age levels and
asserting that the investment would be
returned within three to six months.
In general, her message was that to
prepare clients for the future, planners
need to provide them with current
information about their options for
long-term care and review their choic
es with them to help them make
informed decisions.

The same demographic group, the
elderly, were also the subject of “Elder
care Assurance Services,”a presenta
tion by Karen Stevenson Brown, CPA,
CMA, senior manager for McGladrey
& Pullen LLP (Bloomington, IN). As
many readers know, many CPAs pro
vide assurance and consulting services
that help elderly persons live out their
lives as independently as possible with
dignity and protection from those who
would take advantage of them. Work
ing with healthcare, legal and other
professionals, CPAs provide a variety
of direct services (for example, finan
cial services, assistance with property
management, “checking up” on elderly
PLANNER
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Continued from page 3
parents for children who don’t live near
them); assurance services (for example,
reviewing investments and trust activi
ties, overseeing fiduciaries); and con
sulting services (for example, planning
for eldercare or fiduciary needs, evalu
ating financial options). Given the
increasing longevity of the U.S. popu
lation, the market for these services is
expanding.

Succession Planning
“Transferring the Business to the
Next Generation’’ was the subject of
the session presented by Jeffrey J. Rad
owich, JD, a partner in Venable, Baet
jer and Howard (Baltimore, MD). Rad
owich covered the basic elements of
business succession planning, as well
as special issues associated with pro
viding liquidity, passing control and
equity, providing income security, and
equality in the treatment of family
members. The most common approach
is to transfer the business as a going
concern to family members and key
employees. In situations involving
family members and key employees,
the buy-sell agreement is widely used.
This technique, he says, is essential to
prevent stock from getting into the
hands of someone not involved in the
business. If done right, this technique
could help fix the value of the stock for
transfer tax purposes and prevent the
IRS from engaging the family in a
long, drawn out valuation controversy.
Radowich advised participants to
engage a valuation expert in this situa
tion.

He also advised participants to take
into account the requirements of sec
tion 2703 of Chapter 14, which specifi
cally addresses buy-sell agreements. He
cautioned participants to be alert to
grandfathered buy-sell agreements,
advising them to be careful about mod
ifications and to compare the formula
price in the old document with the enti
ty’s fair market value, and to compare
the value today with the new fair mar
ket value.

Life Insurance
Guidance on “How to Help Your
Client Buy Life Insurance” was offered
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by Martin J. Satinsky, CPA, JD, LLM,
of Martin J. Satinsky & Associates
(Philadelphia, PA). Planners help
clients by answering questions about
life insurance they have already pur
chased. That is reactive assistance, says
Satinsky. A more proactive approach is
to provide information and analysis to
the client for a fee before referring the
client to an insurance agent or assisting
the client in identifying an appropriate
low-load insurance product. Another
proactive approach used by some CPAs
is to provide a product on commission.
Satinsky sees a stumbling block in the
latter approach because, he believes,
most CPAs don’t know how life insur
ance works.

In assisting clients with life insur
ance, the planner can implement a
unique and versatile financial planning
tool by shifting the focus of the process
from a sale to a purchase. Insurance is
not a product like a car. It has three
basic components: administrative cost,
mortality (how much will the insurance
company pay out down the road) and
investment. (Concerning the latter ele
ment, Satinsky thinks most clients
should have a lower risk tolerance for
an insurance investment than for other
investments.)

The planner needs to distinguish
between what the client wants and what
he or she needs. The appropriate life
insurance depends on the answers to
typical questions: How much? How
long? For whom? On whom? By
whom? From whom?
Satinsky uses the Dynamic Insur
ance System (DIS) software to give
clients a better understanding of how
life insurance works and to balance
their expectations of an insurance poli
cy with their attitudes toward risk and
return.

Active v. Passive Management
Many of the sessions were designed
to help planners who provide investment
advice to clients. The issue of active ver
sus passive management was addressed
in sessions presented by Lyle Benson,
CPA/PFS, CFP, of L.K. Benson & Com
pany (Baltimore, MD), who discussed
“Implementing with Active Strategies.”

“Implementing with Passive Strategies”
was discussed by Connie Brezik,
CPA/PFS, President, Far West Financial,
PC (Scottsdale, AZ and Casper, WY).
Brezik presented a great deal of evi
dence that supported one of the major
tenets of modem portfolio theory: Port
folios consisting of passive asset class
funds can be designed to deliver the
highest expected return for a chosen
level of risk over the long term.

In his closing presentation, “Acade
mic Contributions to Investing,” West
on J. Wellington, of Dimensional Fund
Advisors, Inc. (Santa Monica, CA)
offered similar evidence that would
explain the trend to passive strategies.

Communicating With Clients
Success in personal financial plan
ning for both client and practitioner
obviously requires clear communica
tion between both parties. This commu
nication was the subject of “Clients’
Attitudes and Their Impact on Financial
Decisions” by Kenneth O. Doyle,
Ph.D., of the University of Minnesota.
Doyle’s discussion was based on
research he conducted for a forthcom
ing book, The Social Meaning of
Money and Property: In Search of a
Talisman. According to Doyle, planners
who know a client’s attitude toward
money can more easily identify the
issues of particular concern. Everybody
has a characteristic fear, and the planner
can infer that fear by knowing that per
son’s type. Clients can be classified as
having one of four attitudes toward
money:

■ Drivers: Money is most satisfy
ing when you take it from someone
else.
■ Amiables. Money is evil except
for giving (and for taking care of me).
■ Expressives. Money is most
enjoyable when you can spend it freely
(flash it around).
■ Analytics. Money is dirty except
for security (and I want a lot of securi
ty).
Understanding a client’s type, Doyle
says, will help the planner to know how
to work with him or her. ♦
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Selecting Performance Management Software
By Sarah Phelan, JD
Hardware and Interface Issues
wide selection of performance
management software is avail
The hardware and interface criteria
able to CPAs who provide
that Levey recommended checking out
investment advisory services. Steve
are vendor interfacing, computer hard
Levey, CPA/PFS, of Gelfond, Hochstadt,
ware and telephony, modem/Internet
Pangbum, PC (Denver, CO), gave a pre
access and computer networking. Users
sentation on how to select the best perfor
will want to be sure that their hardware
mance management software, discussing
is powerful enough to handle the
the capabilities of several systems.
demands of vendor programs. For
example, users of Axys will need plenty
Professionals hunting for appropri
of RAM to accommodate the memory
ate software products always find that
required by the Axys screens feature.
the hunt is challenging, in part because
of the speed at which the quarry is mov
Levey mentioned several vendor
ing forward. To arm CPAs for the
software packages that may interest
chase, Levey presented a baker’s dozen
buyers of performance measurement
software. These include the software of
of initial criteria. These criteria should
mutual fund companies, asset alloca
help CPAs hunt down software no mat
tion
software (such as Frontier Analyt
ter how quickly the software advances.
ics Allocation Master and Wilson’s
RAMCAP), planning systems (such as
ExecPlan, Lumen’s Financial Planning
Areas of Concern
Professional and Ibbotson packages),
Levey’s criteria cover five broad
pricing services (such as Dow Jones
areas of concern:
and Morningstar) and other software
■ Dollar costs
(such as that offered by DataLynx, Per
■ Soft costs
shing, Schwab and Raymond James).

A

■ Hardware and interface issues
■ Support issues
■ Report capabilities
The criteria in the dollar-cost area
are straightforward: He recommends
looking at the initial price of the soft
ware and the annual maintenance fees.
Both of these can range widely.

In the area of soft costs, he recom
mended checking on the ease of instal
lation, the learning curve for using the
software and its ease of use on an ongo
ing basis. The critical question about
the learning curve, he said, is, “Is it pos
sible to get the program going without
the manual?” This is, after all, what
nearly all users try to do.
Software that is hard to install, hard
to learn or hard to use in practice,
wastes valuable time. That can make
the software much more expensive than
its price tag alone would indicate.

Levey strongly recommends looking
for software that has an “as if” feature.
With this feature, if the user misses
downloading data for a particular day,
he or she can go back and get a snap
shot of the relevant data as if the down
load had occurred on that very day.
PFP DIVISION

Software of this type must, of course,
comply with the standards of the Associ
ation of Investment Management and
Research (AIMR). AIMR compliant soft
ware satisfies the record-keeping require
ments of the Securities and Exchange
Commission and local equivalents.
The printer is one hardware factor
that users often neglect, to their regret.
On the eve of a client meeting, a pow
erful printer can mean the difference
between smooth production of reports
and a bottleneck. A color inkjet printer
could take days to produce the pie
charts generated by asset allocation
software, and even a promise of three
pages per minute from a color laser
printer is about as reliable as “the check
is in the mail,” Levey said. For one
thing, it takes the machine three min
utes to warm up.
CPAs using performance measure
ment software will want a 56K-modem
speed, at minimum. And, Levey said,
an ordinary phone line will not be satis
factory. The phone lines to look for are
ASDL, ISDN or T-1 lines. “You don’t
want to be the first in your building to
upgrade to a better line,” he said, since
that upgrade is expensive.

Levey cautioned that, when consid
ering a purchase of anything that runs
on a Windows 98 platform, CPAs
should remember their existing pro
grams are running happily on Windows
95. For example, FastTax, a mainstay
of many CPA practices, may be running
on Windows 95. When ordering new
machines, advisers may want to order
ones that run on Windows 95 (yes, 95)
in order to keep crucial existing pro
grams in good shape.

It’s also important to consider how
installation of investment advisory soft
ware will affect computers elsewhere in
a network. This is a question to refer to
the system administrator.

Support Issues
As to support issues, users should
check the availability of technical sup
port and Web-based user groups. Ven
dors can provide solid information
about both of these. Ask whether an
800 number is available, and what
hours this support is available.
CPAs should look at the report capa
bilities of any performance measure
ment software. Reports should be visu
ally pleasing, easy to use and easy to
understand. They should be accurate
and reliable and should report informa
tion on parameters that are meaningful.

It is usually clients who push advis
ers to test the limits of report capability,
Levey observed. It is clients who will
ask to see lists in alphabetical order or
to see their investments divided into
taxable and nontaxable categories.

The last, all-important criterion is
dollars under management. This is a
feature of the CPA’s practice, not of the
software, of course. But looking at this
factor does force a hardheaded look at
one’s software budget. For some advis
ers, the software marketplace is a
candy store in which enthusiasm can
lead to some very expensive purchases.
In a setting where one alternative can
be fifteen times as expensive as anoth
er, it’s important to have a clear idea of
your own needs and choose systems
that are not too powerful, not too puny,
but just right. ♦

Editor’s note: A list of practice man
agement software prices with contract
information is provided in The PFP
Practice Handbook.
PLANNER
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James A. Shambo,
CPA/PFS Honored

Traps to Avoid in Counseling Clients About IRAs
By Murray S. Schwartzberg, JD

ames A. Shambo, CPA/PFS, of
Lifetime Planning Concepts, Inc.
(Colorado Springs, CO), received
the Distinguished Service Award at the
PFP Technical Conference in Las
Vegas. The award is the highest honor
given by the AICPA PFP Section to a
CPA who has served the public interest
by enhancing the quality of personal
financial planning services.

J

Shambo has long promoted the CPA
as the most objective competent plan
ner for clients and he has championed
the PFS designation as the premier
planning designation. He was vice
chair of the Colorado CPA Society’s
national accreditation board of CPA
specialists and chair of its first financial
planning committee. He also served as
vice president of the state society.
Shambo has tirelessly served the
CPA profession through many AICPA
committees. He was chair of the PFP
Technical Conference Planning Com
mittee, helping to make this year’s con
ference the most successful the AICPA
has had. He served as chair of the
AICPA PFS Examination Committee
from 1986 to 1991; as a member of the
PFP Executive Committee since 1990
and as chair from 1993 to 1996; and he
served as a member of the PFS Sub
committee from 1996 to 1998. ♦

n the session entitled “Powerful IRA and Qualified Plan Strategies,” Robert
S. Keebler, CPA, MS, of Schumaker Romenesko and Associates (Green
Bay,WI), directed his attention to identifying some of the many planning
opportunities the CPA financial planner encounters when counseling clients
about various types of retirement plans. Keebler, author of Making the Most of
the New IRAs (New York: AICPA, 1998), was especially concerned about nam
ing beneficiaries. Keebler warns that unless the same attention is paid to the
naming of the secondary beneficiaries as is paid to the naming of primary ben
eficiaries, the results could be the same as those facing survivors following the
death of a testator with a poorly drawn will. When electing the beneficiary, the
planner and client should consider including clauses to address the issues of
simultaneous death and trusts for minor beneficiaries. These are two of the
more common types of clauses included. Thus, the beneficiary election most
probably should be a document of more than one simple page: It should be
more like a well-drafted will to ensure that the client’s interests are protected.

I

Protecting the Roll-over Option
According to Keebler, another important area to which too little thought is
given is protecting the roll-over option that a surviving spouse-beneficiary of an
IRA can exercise. If the proper choice is not made—for example, if the spouse
is not a named beneficiary—that spouse will probably lose the ability to roll-over
the IRA. Thus, even though the spouse is the residuary beneficiary of the estate
and the IRA is payable to the estate, the surviving spouse is preempted from
rolling over the IRA whether or not he or she wants to. Again, failure to ensure
that the client’s beneficiary elections are carefully drafted can be costly.
Another problem with naming an estate the beneficiary of an IRA is that the
creditors of the estate can reach the IRA proceeds to satisfy their claims. In
contrast, the creditors cannot reach the IRA benefits if the owner named indi
viduals. This simple step goes a long way in an asset protection plan, accord
ing to Keebler.

Not Just Planners, But CPA Planners
Probably the most important point Keebler made was that the CPA planner
should take the lead in making sure that the client makes the right choices relat
ed to retirement plans. First, the CPA as the financial adviser of the client, has
access to the client’s total financial picture. Further, the CPA understands how
the dollars and the personal situation of the client match up. It is up to the CPA
to put it all together for the benefit of the client and his or her family.

According to Keebler, the client’s legal advisers cannot do this, for unless
they are truly specialists, they lack both the ease of working with the dollars
and the client’s total picture. Similarly, planners associated with brokerages
and insurance companies are too product oriented to provide the objective
advice that the CPA can provide.
This is the challenge the CPA financial planner faces, Keebler told the con
ference participants. Meeting this challenge is important to your clients, you
and your practice. Only by stepping forward and taking the lead in your client’s
planning effort can you be the trusted adviser that your client expects you to
be. ♦

James A. Shambo, CPA/PFS, receives the
Distinguished Service Award from Stuart
Kessler, CPA/PFS, past chair of the AICPA.
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Reap the Profits . . .
Investment earnings experience a healthy
resurgence, creating greater demand for
the CPA’s services.

Gain

expertise

in

investment advisory services at

the

1999 AICPA National

Planning
MAY 20-21, 1999

HEAVY

REGISTER EARLY
TURNOUT IS EXPECTED!

Conference
• To give participants the opportunity to expand their practice
by offering investment planning services to clients
• To provide participants with the technical expertise, practical
guidance, and practical management skills in investment
planning services

Who should
ATTEND

• To provide participants with the framework necessary to
integrate investment planning into a CPA practice as a new
or growing revenue source

• CPAs in public practice
• CPAs in small and mid-sized firms
• CPAs who act as consultants and who currently provide
investment planning services

• AICPA members of the PFP Section or PFS designation

Reasons to
ATTEND

• CPAs who do not currently provide investment planning
services but wish to add them to their practice

• Training format and sessions are uniquely targeted to the CPA
•

Excellent instruction to develop technical, practical, and
management skills needed to provide investment advisory services

• Vital knowledge essential for the delivery of high-quality investment
services to your clients — who are looking to investment planners
with the time-honored qualities of integrity, objectivity, and inde
pendence, as well as in-depth understanding of tax-related issues
• Access to the best and brightest financial experts offering
guidance and practical advice
• Interactive learning experience highlighted by roundtable
and panel discussions
• Gain the ability to play an expanded role in assisting your
clients to further achieve their financial goals

•

Broaden the scope of your practice to offer valuable,
marketable, and billable services for many years to come

Registration
EARLY BIRD REGISTRATION (by May 13, 1999):
$670 AICPA Member/$770 Nonmember

REGULAR REGISTRATION (after May 13):
$695 AICPA Member/$795 Nonmember
GROUP DISCOUNT (3+): $660 AICPA Member/$760 Nonmember*
* 3 or more people registering from the same firm or company registering at
the same time.

Recommended
CPE

CREDIT

SIXTEEN (16) HOURS

7:00 AM to 5:00 PM

7:00 AM to 4:00 PM

REGISTRATION / MESSAGE CENTER OPEN

REGISTRATION / MESSAGE CENTER OPEN

7:00 AM to 8:00 AM

7:00 AM to 8:00 AM

CONTINENTAL BREAKFAST

CONTINENTAL BREAKFAST

8:00 AM to 8:10 AM

7:00 AM to 7:50 AM

INTRODUCTION

OPTIONAL BREAKFAST ROUNDTABLES:
(one free CPE hour)

8:10 AM to 9:00 AM

THE UNPRECEDENTED OPPORTUNITY OF
INVESTMENT MANAGEMENT

— Sessions to be determined

8:00 AM to 9:00 AM

9:00 AM to 10:15 AM

PSYCHOLOGY OF MONEY
10:15 AM to 10:45 AM

A LOOK AT THE ECONOMY
9:00 AM to 10:00 AM

ADVISER 2000

REFRESHMENT BREAK AND EXHIBITS
10:00 AM to 10:30 AM
10:45 AM to 12:00 NOON

REFRESHMENT BREAK AND EXHIBITS

CONCURRENT SESSIONS (select one)
OPTIMIZATION — FRIEND OR FOE

10:30 AM to 11:45 AM

CONCURRENT SESSIONS (select one)

SINGLE STOCK RISK MANAGEMENT

INVESTMENT POLICY STATEMENT

TURNKEY PANEL

ASSET ALLOCATION

12:00 NOON to 1:30 PM

BUILD IT YOURSELF PANEL (Repeat #9)

LUNCHEON AND LUNCHEON ADDRESS
FEE ONLY VS. COMMISSION

11:45 AM to 1:15 PM

1:30 PM to 2:45 PM

LUNCHEON AND LUNCHEON ADDRESS
MARKETING PLANNING

CONCURRENT SESSIONS (select one)
OPTIMIZATION — FRIEND OR FOE (Repeat #3)

1:15 PM to 2:30 PM

CONCURRENT SESSIONS (select one)

MUNICIPAL BONDS

MUTUAL FUND SELECTION

BUILD IT YOURSELF PANEL

ASSET ALLOCATION (Repeat #20)

2:45 PM to 3:15 PM

INVESTMENT POLICY STATEMENT (Repeat #19)

REFRESHMENT BREAK AND EXHIBITS
3:15 PM to 4:30 PM

CONCURRENT SESSIONS (select one)
MANAGING CLIENT EXPECTATIONS

TURNKEY PANEL (Repeat #5)

2:30 PM to 2:45 PM

REFRESHMENT BREAK AND EXHIBITS
2:45 PM to 4:00 PM

CONCURRENT SESSIONS

TAX-EFFICIENT INVESTING

SINGLE STOCK RISK MANAGEMENT
(Repeat #4)

UNDERSTANDING AND USING HEDGE FUNDS
MUTUAL FUND SELECTION

4:30 PM to 4:35 PM

CHANGE BREAK
4:00 PM

4:35 PM to 5:50 PM

HOW THE INTERNET AND INVESTMENT
SERVICES EVOLVE TOGETHER
5:50 PM to 7:00 PM

RECEPTION

CONFERENCE ADJOURNS

REGISTRATION FORM — THE 1999 AICPA NATIONAL INVESTMENT PLANNING CONFERENCE
MAILING

PAYMENT
INFORMATION

INFORMATION

Make all necessary corrections to the mailing label here. Please use
photocopies of this form for additional registrants.

Full payment must accompany this registration form.
AICPA Member? □ Yes □ No Member#________
(Required for Discount Rates)
CONFERENCE REGISTRATION FEE

M1

Name

Firm Name / Affiliation

Street Address

Suite

PO Box

City

State

Zip

$695

M2 Early Bird Fee (by May 13,1999)

$670

M3 Group Discount 3+*

$660

Nonmember

$795

$770
$760

Please bill my credit card

payable to AICPA is enclosed or

□ VISA

□ MasterCard

□ Discover

Card Number
Nickname for Badge

E-mail Address

Business Phone Number

Fax Number

Save$25

Total

My check for $________

In accordance with the Americans with Disabilities Act, do you have any
special needs?
□ YES. (You will be contacted)
□ No.

Member

Regular Registration (after May 13,1999)

Exp. Date

______________________________________________ $
Amount

Signature

Please make sure to include payment in full with this form.
Please select one from each time period

Thursday, May 20,1999
Concurrent Sessions

10:45am-12:00pm
1:30pm-2:45pm
3:15pm-4:30pm

□ 3 □4 □5
□7 □8 □9
□10 □ 11 □ 12

Program Code: IPC99

*GROUP DISCOUNT:
A group consists of 3 or more people
from the same firm or company
registering for the full conference at
the same time.

Fee includes all sessions, conference
materials, 2 continental breakfasts, 2
luncheons, refreshment breaks and a
reception. Hotel accommodations and
other meals are not included.
Please note: There will be no smoking
during conference sessions.
For further information, call the AICPA
Meetings and Travel Service Team at

(201) 938-3232 or e-mail:
conference@aicpa.org

3141-051 3/99

Friday, May 21,1999
Optional Roundtables

7:00am-7:50am

□ 14 □ 15 □ 16

Concurrent Sessions

10:30am-11:45am □ 19 □ 20 □ 21
1:15pm-2:30pm
□ 23 □ 24 □ 25
2:45pm—4:00pm
□ 26 □ 27 □ 28

REGISTRATION INFORMATION:

FAX: (800) 870-6611
VISA, MasterCard, or Discover only.

PHONE: (888) 777-7077
VISA, MasterCard, or Discover only.

MAIL: Complete and mail
to the address above.
Accepted payment methods: Check,

VISA, MasterCard, or Discover only.

CANCELLATION POLICY:
Full refunds will be issued provided
written cancellation requests are received
by 4/29/99. Refunds less a $75 admini
strative fee will be issued on written
requests before 5/7/99. Due to financial
obligations incurred by the AICPA, no
refunds will be issued on cancellation
requests received after 5/7/99.

AICPA
MEETINGS REGISTRATIONS
PO Box 2210
Harborside Financial Center
Jersey City, NJ 07303-2210

HOTEL RESERVATIONS:
Make your travel arrangements now:
Sheraton Palace Hotel
2 New Montgomery Street
San Francisco, CA 94105
(415) 512-1111
Rate: $195 single/double

For reservations, please contact the
hotel directly. After the hotel reservation
cutoff date (4/16/99) rooms will be on a
space available basis only. To guarantee
your reservation for late arrival, a credit
card number or first night’s deposit is
required. Mention that you will be
attending the AICPA National Investment
Planning Conference to receive our
special group rate.
Please note: If you cancel a reservation,
the deposit is refundable if notice is
received 72 hours prior to arrival and
a cancellation number is obtained.

EXHIBITS AND SPONSORSHIPS
Don’t miss your opportunity to present
and sell your organization’s services
and products to thousands of financial
professionals and CPAs at AICPA
conferences. For more information on
AICPA conference exhibit and sponsorship
opportunities, please call (212) 596-6093.

AIRLINE RESERVATIONS:

American Airlines
(800) 433-1790
Index #9375

Delta Air Lines
(800) 241-6760
File #121737A

Continental Airlines
(800) 468-7022
Ref.Code #NLNJ2T
Discounts only available when you
or your travel agent book through
the 800 number. It is advised that
your conference registration and
hotel reservation be confirmed
prior to making your plans. The
AICPA is not liable for any penalties
incurred if you cancel or change
your airline reservation.

CAR RENTAL:
Hertz Car Rentals AICPA Member
Discounts
Call (800) 654-2200
Reference Code CDP #12353

(AICPA use only) - IPC99)

Selecting and Monitoring Money Managers

aligning your interests with your
clients.

By Dean A. Mioli, CPA
Are your clients looking for invest
ment vehicles more akin to their needs?
Your client’s portfolio size will dictate
the manner in which to invest. Is mutual
fund investing lacking a certain some
thing? Using money managers may be
the way to go, says Beth Gamel,
CPA/PFS, co-founder of Pillar Financial
Advisors (Lexington, MA).
Going beyond mutual funds to
money managers can make sense
because the portfolio will be tailored to
meet your client’s needs and objectives.
In general, clients with at least $2 mil
lion of investable accounts can benefit
from the services of a money manager.
Such clients can afford the fees associ
ated with the manager search and mon
itoring of services.
The advantages of using separately
managed accounts include:

■ Personal service
■ Tax sensitivity
■ Customization often allowed for
incorporating existing securities and
meeting security or social issue restric
tions
■ Simpler record keeping because
it is easier to track stock basis than
mutual fund basis

The investment adviser’s decision to
offer money manager selection and
monitoring services will depend on
whether—

■ The IA focuses on wealthy
clients—there must be critical mass.
■ The IA or someone in the office
will take the time to develop the exper
tise.
■ The IA is willing to invest in
expensive software.

Ms. Gamel recommends that the
search and quarterly monitoring ser
vices be offered as a package for the
following reasons:
■ Monitoring is essential to deter
mining if the manager is performing up
to expectations regarding such items as
stock selection, performance (as com
pared with market indexes), risk level
and fees.

■ Only by monitoring the manager
can the planner act in time to correct a
situation.

■ Clients rely on and trust the
planner. The planner therefore must
keep on top of things.
■ Monitoring fees can continue for
years after the initial search work based
on the value of the portfolio—closely

Investment Styles
Keep in mind that clients need both
portfolio diversification and style diver
sification. Do not underestimate the
importance of style diversification. It is
next to impossible to find a single
money manager who will perform well
in all market conditions.

The basic investment styles are
growth and value. Either investment style
can apply to domestic or foreign portfo
lios of any equity capitalization amount.
A rudimentary distinction between the
two styles would be that growth man
agers look for companies whose earnings
are expected to increase at a rate faster
than the rest of the market. Value man
agers, however, look for stocks that are
currently under-appreciated but whose
worth the market will eventually recog
nize.

Selection Steps
The first step in selecting the right
money manager is to have the client set
an investment policy. The next step is to
have the client complete an investment
adviser questionnaire. The purpose of
having the client complete these steps is
to get a genuine idea of the client’s
expectations.
Gamel stressed the importance of
having the planner, the client and the
money manager all with same goals and
objectives. It is the IA’s, not the money
manager’s, responsibility to manage
client expectations.

The next step is to identify potential
money managers. Here are some meth
ods:

■ Rely on past experience with the
money manager.
■ Use purchased computer data
bases such as Mobius Group’s MSearch. Due diligence is the adviser’s
responsibility.
■ Use brokerage firm databases.
Due diligence is already completed.
■ Use turnkey providers.
Top scorers on the PFS examination with AICPA PFP team members. From left to right, Joseph
R. Call, James H. Dennedy, Stuart Kessler, past AICPA Chair, Dirk Edwards, Chair, AICPA PFP
Executive Committee, Phyllis Bernstein, Director, PFP Section, Darwin F. Isaacson, Brian V.
Goebbel, and Lisa N. Collins.

PFP DIVISION

The next step after developing a list
of potential money managers is to
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Selecting and Monitoring Money Managers

■ Fee structure.

Continued from page 7

■ Reporting/recordkeeping.

obtain information and screen the man
agers. Ms. Gamel emphatically states,
“Performance is important but don’t let
returns control your decision.” Other
considerations are volatility (standard
deviation) of the performance and the
manager’s performance in both up and
down markets.

ment, number of years in the business
and median account size. If a money
manager’s median account size is $10
million it behooves the planner to
match only clients with a similar
account size. This prevents clients from
feeling Lilliputian in the eyes of the
money manager.

The adviser needs to be sure to com
pare performance to an appropriate index
and become familiar with commonly
used benchmarks (for example, S&P 500,
Russell 2000 and the Wilshire 5000).

Other criteria to include in the evalu
ation process are:

The basic parameters for including a
money manager among those to be con
sidered may include minimum account
size, amount of money under manage

■ Client service.

■ Intangibles such as chemistry and
communication (important for clients).

■ Investment style/strategy.
■ Consistency of style (avoid style
drift).

Once the adviser and client decide on
a money manager, the adviser must peri
odically review client accounts to deter
mine if the agreed-upon objectives are
being met. Quarterly review is recom
mended. Regular phone contact with the
manager is a sound idea as is at least one
face-to-face meeting per year with the
client and money manager. At this meet
ing there is a review of the account
activity, performance and personnel
changes.
Selecting and using money managers
can be a rewarding option for investment
advisers and their clients when the situa
tion is right. ♦

■ Impression of key people.

Charting the Future of PFP
t a time when CPAs are reexam income level of five to ten million dol
ining the future, Dirk Edwards, lars, Edwards says that having a solid
CPA/PFS, is helping his clients financial strategy can benefit anyone,
regardless
of income.
do the same. Edwards has specialized
in
financial planning for almost twenty
Edwards’ client base surged after his
years and has been a Personal Financial involvement with the founders of a highSpecialist for nearly ten. He and his part tech company that went public. These
ner first saw the need to offer financial people soon found themselves with new
planning when they were just getting wealth on their hands and no plans or
started. As they helped clients with indi advisers in place to help them deal with it.
vidual tax returns, they would ask the Working with this group led to clients
clients if they knew where their cash had around the country and the world. In a
gone. The clients would look at their typical month, Edwards may travel to Cal
W2s and “you could see their eyes roll. ifornia, the East Coast, the South and
They never had a clue where that money either Hawaii or Alaska. It would not be
went.” Edwards now offers clients a uncommon for him to fly to New Orleans
process that can help them track where in the morning, meet at a client’s home for
their money goes, and more importantly, five hours of advising, spend a couple of
where they want it to go, allowing them hours socializing, spend the night in a
to identify and achieve their financial hotel room and return to Oregon the next
position in the future.
morning. As a lifelong Oregonian, he
The process means looking at the big looks forward to traveling to different
picture. “We want to enable clients to do places, including visits to clients in Japan,
the right thing. Cash flow models help London, Milan and Saudi Arabia. “Our
clients gain a new long-term perspective office is actually on a plane. We’ve got all
on their sources of income and how that the technology.” As a result he is almost
income is spent. The financial plan always accessible to clients through pager,
includes review of insurance coverage, fax and laptop.
estate planning, retirement planning and
Edwards chooses new clients careful
income tax planning. “We want to make ly. He spends four to six hours of his own
sure there are no potholes that some time simply to determine whether a
one’s going to step into. We want to shift prospective client would be a good
that risk.” Though he and his partner match. “We turn down about thirty to
generally serve clients with an annual forty percent of cases proposed to us. We

A
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don’t always feel it’s a philosophical
match. If we do not feel comfortable with
people’s integrity we turn them down.”
Sometimes he finds that people are really
looking for another type of service.
Edwards and his partner advise only.
Although Edwards makes extensive
effort to make sure the financial plan is
actually executed, the client is responsi
ble for carrying out the various steps.

This focus on the overall strategy is
different from other businesses that
advertise as financial planners. “The stuff
we see being sold up the street as finan
cial planning is not what we are comfort
able with. It’s usually a justification to
sell a product, whether it’s an insurance
product or some sort of investment prod
uct. To us that’s not financial planning.
Philosophically we have a real problem
with that. I have a real problem with
CPAs doing the same thing.
Edwards does believe CPAs need to
be proactive in charting their future.
Through his travels and his involvement
with the OSCPA and the AICPA (he is
chair of the AICPA PFP Executive Com
mittee), Edwards has heard many CPAs
who are not concerned about the future.
He sees this as a danger. Those CPAs
“not providing the management adviso
ry services, the other consulting ser
vices that go with it . . . are going to see
their world change out from under them

PFP DIVISION

Dirk Edwards, Chair of the PFP Executive Com
mittee addresses participants at the Fourteenth
Annual AICPA PFP Technical Conference.

so quick that it’s going to be scary.”
Still, Edwards believes in the tradition
al attributes of the CPA. He sees the
CPA’s ability to be an objective, third
party as one of the profession’s greatest
strengths. In his own business, “people
look to us as a screener.” The CPA is in
a unique position as one who will give
clients unbiased information. An
example of the way some CPAs are
using this reputation for integrity is by
involving themselves in WebTrust.
“There’s too much money flowing
back and forth. There’s going to have
to be some way for people to have
some assurance that it really is what

the representations are, that there is
delivery of goods, that money goes into
the right accounts.”

Whether this involvement succeeds
or not as a new avenue for CPAs,
Edwards is encouraged. “More impor
tant to me is the fact that the profes
sion is acknowledging that we have to
try to have some sort of control over
our destiny. That to me is much more
exciting.” ♦

Listen to the Experts

I

f you missed the 1998 AICPA Personal Financial Planning Technical Conference, you can still benefit from the guid
ance offered through tape recordings of the sessions. The information provided will help you manage your practice,
work with clients and assist them in making sound financial planning decisions.

To order tapes, contact Conference Copy Inc., 8435 Route 739, Hawley, PA 18428. Charge orders are accepted by tele
phone at 570-775-0580 or by fax at 570-775-9671
Session

Tape no.

Tape no.

01

Where is it all going? A look at the future
Stephen R. Leimberg

25

02

Incorporating real estate into asset allocation (2 tapes)
Barry Vinocur
Family Limited Partnerships (2 tapes)
Ted Kurlowicz
Social Security: the top ten mysteries (2 tapes)
Andy Landis
Performance measurement software
Steven I. Levey
Long-term care in the 90s (2 tapes)
Eunice E. Krieger
Selecting and Managing Money Managers
Beth C. Gamel
Leveraging the Internet: some pragmatic advice
Tracy Petrie
The critical importance of tax-aware investing
Terry Banet, Jim Ellis, Paul Muller

27

Eldercare assurance services
Karen Stevenson Brown
Incorporating charitable giving in financial planning (2 tapes)
Marvin R. Rotenberg
Transferring the business to the next generation (2 tapes)
Jeffrey J. Radowich
Sophisticated uses of qualified and nonqualified plans
(2 tapes)—Nancy G. Williams
Creative planning strategies for perpetuity/dynasty trusts
(2 tapes)—Al W. King, III
The role of optimization in portfolio management (2 tapes)
Roger C. Gibson

45

03
04

05
06
07

10
11
12
13

14
15

A9

21
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33
34

35
36

37

38
44

46
47
48
49

56

Session

Powerful IRA and qualified plan strategies (2 tapes)
Robert S. Keebler
What a financial planner needs to know about valuations
(2 tapes) James L. “Butch” Williams
Update on the AICPA PFP activities
Dirk Edwards
The ins and outs of indices
Claudia E. Mott
What a financial planner must know about charitable
planned gifts—Neal P. Myerberg
Financial planning and qualified/nonqualified stock options
Keith Meyers
Tools and techniques for utilizing software in a profitable
estate planning practice—Barton C. Francis

How to help your clients buy life insurance
Martin J. Satinsky
Implementing with active strategies
Lyle K. Benson, Jr.
Developing a registered investment advisory practice
Charles P. Smith
Implementing with passive strategies
Connie Brezik
Clients’ attitudes and their impact on financial decisions
Kenneth 0. Doyle
Fine tune your investment advisory practice
Irwin S. Rothenberg
Converting tax clients to PFP clients
Karen Barnhouse
Academic contributions to investing
Weston J. Wellington
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What a Financial Planner Needs to Know About Business Valuation
By Phyllis Bernstein, CPA
ments and providing expert witness tes
ames L. “Butch” Williams, of
timony and financial analysis. Another
Williams, Taylor & Associates,
role for the valuer is to consult with
Birmingham. AL, and chair of the
AICPA Business Valuation Committee, attorneys, helping them with exhibits
and strategy when they depose oppos
has led his firm’s move from a tradition
ing experts (the fees are nice).
al practice to a consulting practice with a
successful niche in business valuation
In shareholder and buy-sell agree
(BV). In his session, he talked about the
ments, BV issues are important. By
reasons clients have a business valuation,
addressing these issues, the adviser can
how valuations affect clients, and when
help to prevent protracted litigation and
and why they should be performed.
allow for continuation of the entity.

J

Why is the valuation being per
formed? Many clients need a business
valuation for divorce purposes. Another
frequent reason is for buying or selling a
business, including mergers and acquisi
tions, initial public offerings, sales of
partial interests or allocations of pur
chase price. The role of the adviser is to
get the client to accept a realistic value.
Once word gets out that the business is
for sale, the value may change.

Valuations are also done to support
litigation, estate planning and succes
sion planning. These cases, as well as
divorces and mergers and acquisitions,
usually involve large amounts of
money and a lot of emotions. Client
emotion associated with an audit or tax
return is usually zero. With a valuation,
however, emotions can run high.
Clients tend to think that their business
is worth a great deal of money, which is
not always true.

Valuations are also done for estate
and gift tax purposes. The timing of the
gift/transfer and the event will affect
the gift interest. Also, it is critical to be
fair in balancing the value of the busi
ness interest when some heirs are not in
the business. Watch for IRS scrutiny
and IRS guidelines to apply here.
Strategic estate planning includes
succession planning for owners of
closely held businesses. Since the client
is often emotional when seeking to
transfer the business interest to the next
generation, this engagement can have
many interesting aspects. Fortunately,
court cases are rich in helpful tax infor
mation.
Valuations are also done to provide
support in litigation involving loss of
profits, breach of contract, antitrust
suits and condemnations. Litigation
support includes consulting on settle
10
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Additionally, the adviser can help a law
firm in the computation of valuations in
major buyouts. The adviser can identify
precautions for the buyer and seller and
explain the tax considerations.

In the employee benefits area, trans
fers to ESOPs are increasing. Since,
under U.S. Department of Labor rules,
the accounting firm that audits the
client’s ESOP is prohibited from valu
ing the ESOP, very lucrative work is
created for the firm that positions itself
to do valuations.

In the life insurance area, some
national insurance companies are mar
keting business valuation work to help
them sell business succession insurance.

The Bible of Business Valuation
A core fundamental area of knowl
edge in business valuation is income tax.
There is good guidance in Revenue Rul
ing 59-60, which, Williams says, is the
bible that business valuation profession
als need to read every six months. The
other important revenue ruling is 68609, which covers a cookbook approach
to the treasury method for valuations.
Someone will test the business valu
ation (either an IRS agent or an oppos
ing attorney, such as in a divorce case).
This scrutiny is common when high
emotions are involved. Revenue Ruling
59-60 discusses eight fundamental ele
ments that must be considered in every
valuation. The two keywords to remem
ber in defending a business valuation are
consider and utilize. The scrutinizer will
ask you, the valuer, what you did and
you must say, “I considered it, but I did
not utilize it because in my professional
judgment I did not think it was relevant
or proper in this situation.” You can get
beat up if you did not consider it. Make

sure you consider the factors in RR 5960 and document your views on why
you did or did not use those methods.
Williams says valuation methods
require that you —

■ Understand the history and
nature of the business and industry and
the general economic outlook from a
global and local standpoint. For exam
ple, the bright spot in Alabama now is
the Mercedes M Class plant, which
made surrounding real estate worth
more than its original cost. This infor
mation must be in the valuation report.
■ Review the business’s book value
and financial condition. Are adjustments
to assets needed to arrive at fair market
value? Is the inventory valued at LIFO?
What is the earnings capacity of the busi
ness? Is it worth what it will make from
this point going forward? What is the
dividend-paying capacity? (The opera
tive word is capacity.) Is there existing
goodwill or other intangible value to
quantify based on earnings capacity?
■ Look at financial data trends for
seven to eight years. Look at adjust
ments to the financial statements.
Develop an economic model to esti
mate the future earning streams.

■ Look at the balance sheet and
pull out the nonoperating assets, related
party loans, property and equipment
cost. Are the loan terms reasonable? Is
the cost basis of equipment and proper
ty relevant and what is the value?
■ Look at prior stock sales. Are the
prior sales truly arms length? What was
the size of the block? Should there be a
discount for the minority interest? The
New York Stock Exchange is the best
way to corroborate the valuation of
stock. Is it relevant to compare a com
pany with $130 million with one with
$2.3 billion in assets?
■ Interview key management, not
just the owner. Talk to the general man
ager or controller.
■ Review existing agreements,
potential legal exposure, key customers
and suppliers and assess competitive
strength.

■ Tour the facility. You must have
had your feet on the site. Is there expan
sion or construction?
PFP DIVISION

■ Look at IRS rulings and industry
databases such as those maintained by
BIZCOMPs (which is reliable), the
Institute of Business Appraisers (which
has 10,000 transactions by SIC codes)
and Shannon Pratt’s Stats (which has
actual transactions).
■ Look at the purpose of the valu
ation (should it be at Fair Market Value
(FMV) or (Fair Value) FV?
■ Use court cases as a starting
point and for companies comparable to
your client’s business.
■ Look at the capitalization rate,
discount rates for minority interest and
lack of marketability, financial analysis,
industry trends and outlook, restricted
stock studies, key management infor
mation and ratio analysis (liquidity
ratios, coverage ratios, leverage ratios
and operating ratios). Compare the
company with the market —public
companies and private companies.
■ Consider whether an asset
based, income-based or market-based
valuation method should be used. Are
there commonly used valuation meth
ods: adjusted net assets, discounted
future earnings, excess earnings return
on assets, capitalization of earnings,
dividend paying capacity, price-earn
ings ratios and other industry formulas?

■ Consider rules of thumb. Rules of
thumb are a good sanity check, but not
the way to do a valuation. A good book
on industry rules of thumb was written
by Glenn Desmond and Richard Kelley,
Handbook of Small Business Valuation
Formulas and Rules of Thumb. Also
Internet sites of trade associations are
good places to look for rules of thumb.

value used. For example, clients with a
20 percent interest in the business will
have little power. The FMV with a dis
count for minority interest will get a
lower value. If your client is the 20 per
cent shareholder and is being squeezed
out, it is better to use FV. This is
because you can value the whole pie
and then take 20 percent of the whole as
the fair value. Since the minority dis
count is not a factor, the value is more
favorable to the shareholder.
Other standards of value are invest
ment value and intrinsic value. These
are financial analysis terms and not
used in the public market place.

Premise of Value
Besides standards of value, the
premise of value is important. Is the
business a going concern or is liquida
tion value going to be used? Liquidation
value is generally lower than going con
cern value because it is based on selling
of assets and terminating the business.
The going concern value is based on the
assumption that the business will con
tinue as a viable operating entity. It is
important to indicate the premise of
value in reports and documents.
There is no “cheap down and dirty”
valuation. Most valuations are like
audits with many hoops to jump. It is
necessary to build files. Professionals
can charge as much as $7,500 to
$20,000 as a broad brush. Billing rates
are good and expert witness and dispo
sition work, which is getting ready for
the trial, are usually billed at much
higher than standard fees.

Science or Art?
Standards of Value
The standard of value is important to
understand. The IRS standard of value is
Fair Market Value (FMV), which is the
amount a willing buyer and a willing sell
er would agree to when both parties have
reasonable knowledge of the relevant
facts with no compulsion to buy or sell.
There is a competitive advantage to using
FV in divorce and litigation with minori
ty shareholders who believe that inade
quate consideration for stock was
received. FV is also usually used in cases
of dissenting stockholder appraisal rights.
An entity’s value can vary signifi
cantly depending on the standard of
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Is business valuation a science or an
art? It is both. Skill in analyzing finan
cial statements and financial knowledge
are needed to succeed, but the purpose
of the valuation makes a difference. Is it
a gift to a son (using the lowest FMV)
or squeezing out the minority interest
shareholder (using FV to get a different
higher amount)?

The greatest talent needed is com
munication in a well written valuation
report. Someone will pick apart each
item in the report. Lawyers will do this.
They will pick one schedule out of a
100 page report and ask questions to
make the valuation look bad.

The biggest source of business valu
ation engagements is lawyers. Since
Williams’ firm made BV a special
niche, the second largest source has
been other CPAs.

The Bottom Line
Are you qualified to perform a valu
ation of a business? There is a lot of risk
involved. Personal financial planners
have helpful experience but need fun
damental education in business valua
tion. Four groups serve this niche:

■ American Society of Appraisers
(ASA).

■ Institute of Business Appraisers
(IBA).
■ National Association of Certified
Valuation Analysts (NACVA)
■ AICPA, which offers the designa
tion Accredited in Business Valuation
(ABV) and offers two continuing profes
sional education programs, a certificate
of education and an advanced certificate
of educational achievement in business
valuation.
It is the seasoned practitioner who can
make business valuations a niche
because it takes experience to excel in
this area. It is a natural area in a practice
and a lucrative area for the trusted advis
er. Getting certifications and designations
can take one to two years. The person to
turn to is the CPA/ABV. This is the pre
mier designation to look for when you
need a business valuation. ♦
Editor’s note: For information about
the AICPA Certificate of Educational
Achievement programs in Business
Valuation call the AICPA Member Sat
isfaction Team at 888-777-7077. For
information about the Accredited in
Business Valuation (ABV) designation,
call the ABV Helpline at 212-5966254, or contact the ABV Program
Coordinator at 201-938-3653; fax: 212596-6268.

Thanks!
Thank you to readers for respond
ing to the survey sent to a sample
of PFP Section members. We
appreciate your taking the time to
complete the survey.
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TRENDWATCH
(continued from page 2)
and similar schemes. Congressman
Jerry Kleczka introduced HR 572, the
Charitable Integrity Restoration Act.
The bill would effectively shut down
all charitable split dollar plans and hin
der Charitable Family Limited Partner
ships. Another bill HR 630 was intro
duced by House Ways and Means
Committee Chair Bill Archer and
Charles Rangel to end charitable split
dollar life insurance arrangements.
Under the Archer-Rangel bill —
■ A charitable contribution deduc
tion is denied for a contribution made
to an organization that pays for any
“personal benefit contract” for the
donor.
■ An excise tax is imposed on the
charity equal to the amount of premi
ums paid by the charity.

■ Each year, the charity is
required to report to the IRS the
amount of premiums subject to the
excise tax and information about the
beneficiaries under the insurance con
tracts.

“Charitable Split Dollar: The Bill is
Getting Expensive,” E-mail newsletter
from Leimberg Associates, Inc. Bryn
Mawr, PA (February 2, 1999).

Insureds who expect to live past 100
years of age may be interested in a
new type of life insurance policy. The
policy combines a no-lapse premium
guarantee with an extended maturity
rider that covers insureds past age 100.
The policy may not be available next
year because a new rule called Guide
line XXX will require insurers to set
aside reserves to back the policy’s fea
tures, the costs of which insurers now
absorb through their general fund. This
type of policy may be an effective sec
ond-to-die product for those using
insurance for estate planning.
“Near Death Benefit,” Dow Jones
Investment Advisor (February 1999),
page 22.

The federal estate tax “generates
costs to taxpayers, the economy and
the environment that far exceed any
potential benefits that it might
arguably produce.” So says the Joint
Economic Committee of the U. S. Con

gress in its report “The Economics of
the Estate Tax.” The report documents
the “extensive costs” associated with
the federal estate tax and concludes
that “the tax produces no benefits that
would justify the large social and eco
nomic costs.” A copy of the report is
available on the JEC’s Web site
(http://www.house.gov/jec) or from the
JEC, G-01 Dirksen Senate Office
Building, Washington, DC 205510.
Phone:202-224-5171. ♦

Planner Hits the Jackpot
Chuck Wienckowski of Coughlin
& Mann, CHTD (Bel Air, MD)
won free registration for next
year’s PFP Technical Conference,
which will be held January 10-12,
1999 in New Orleans. To partici
pate in the contest, conference par
ticipants had to have seven of the
seventy-five conference exhibitors
stamp their postcard. Wienckow
ski’s postcard was drawn, making
him the winner. The AICPA will
sponsor a similar contest at next
year’s conference.
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